Dave Yost - Auditor of State

March 31, 2014

The Honorable John R. Kasich
Governor

Riffe Center, 30t Floor

77 S. High Street

Columbus, OH 43215

Dear Governor Kasich,

In compliance with Ohio Revised Code 117.463, the Auditor of State’s office is pleased to present the Ohio
Performance Team annual report for the period ending March 31, 2014. This report provides a status update

of state agency performance audits.

The Auditor of State’s office strives for clean, accountable and efficient governments for those we serve, the

people of Ohio. Thank you for your shared commitment.

Sincerely,

/

Dave Yost

Auditor of g

Cc: William G. Batchelder, Speaker
Keith Faber, Senate President
Tracy Maxwell Heard, House Minority Leader

Joe Schiavoni, Senate Minority Leader
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Purpose of this Report

Ohio Revised Code (ORC) § 117.46 requires the Auditor of State to conduct
performance audits of at least four state agencies each biennium. ORC § 117.463
requires the Auditor of State to submit annually a report in writing to the Governor,
Speaker and Minority Leader of the Ohio House of Representatives, and President and
Minority Leader of the Ohio Senate. Its purpose is to document whether state agencies
that received performance audits in the immediately preceding year implemented the
audit recommendations and to report the amount of money saved as a result of the

implementation.

OPT Overview & Experience

Savings of $42 for every dollar spent to audit

The Ohio Performance Team, whose motto is OPTimizing Performance, was
strategically created to build upon the Auditor of State’s long-standing reputation

for conducting detailed and effective performance audits of local governments.
Historically, performance audits have identified approximately $25 in taxpayer savings
for every dollar spent to audit. Building on the agency’s existing capacity, OPT merged
the knowledge within the former performance auditing division with additional
expertise and skill sets from professionals with significant private and public sector
management experience. OPT has a broad range of cumulative experience upon which
to draw to identify best practice research and organizational knowledge in performance
auditing, government operations, and business environments. With this experience,
OPT identified taxpayer savings of approximately $42 for every auditing dollar spent in

the first biennium of state agency performance audits.
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Lean Six Sigma Overview

The Auditor of State’s Ohio Performance Team remains committed to using Lean Six
Sigma tools and methodologies. Six Sigma focuses on the elimination of variation
within processes. The lean approach focuses on the elimination of waste and the
implementation of standard work. Both sets of tools and methodologies are widely
used by top private sector companies, and the Auditor of State’s Ohio Performance
Team is on the forefront of bringing them to Ohio government. The Ohio Performance
Team has embraced both foundational aspects of the Lean Six Sigma approach as

integral to identifying and achieving greater operational efficiency and effectiveness.

Lean Six Sigma Capabilities

The Ohio Performance Team continues to build upon its partnerships with Cintas
Corporation and Parker Hannifin Corporation. This foundation has been strengthened
through increased collaboration and mutual support with LeanOhio. Through these
partnerships, the Ohio Performance Team has significantly expanded its Lean Six Sigma
capabilities. OPT currently features 7 trained Black Belts and 6 trained Green Belts; in

total, representing 40 percent of the Ohio Performance Team.

Lean Six Sigma Deployment

The Ohio Performance Team has allocated its Lean Six Sigma resources to maximize
return on investment. In addition to the extensive use of Lean Six Sigma methodologies
and tools in the state agency performance audits, the Ohio Performance Team also
collaborates with partners across the Lean Network to provide training, mentoring,

and Black Belt and Green Belt project support. This collaborative outreach allows Ohio
Performance Team staff to gain experience while supporting statewide initiatives to
improve process efficiency and effectiveness. Finally, the Ohio Performance Team is
putting the Lean Six Sigma tools and methodologies to use internally to develop new
processes and reengineer existing processes. These internal activities are key to the
Ohio Performance Team’s commitment to continuous improvement and value creation

for Ohio’s citizens.
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State Agency Performance Audits

State agency performance audits include an analysis of the operations of the selected
agencies by identifying possible cost savings, duplicative or underused services that
could be reduced or eliminated, and gaps and overlaps in services. These audits
focus on using objective metrics and standards to measure the cost and productivity
of state government operations and provide a roadmap to implement best practice

improvements and achieve greater operational efficiencies on behalf of Ohio taxpayers.

In 2011, OPT initiated the first ever round of regular state agency audits by focusing on

four state agencies:

*  Ohio Department of Education (ODE);

*  Ohio Department of Transportation (ODOT);

*  Ohio Department of Job and Family Services (ODJFS); and
*  Ohio Housing Finance Agency (OHFA).

These engagements provided an opportunity to increase efficiency, effectiveness, and
customer satisfaction while maximizing taxpayers’ return on investment. OPT uses an
objective, data-driven approach to conduct performance audits. Audit scope for each
engagement was a collaborative effort between key agency stakeholders and the Ohio

Performance Team to select items that would provide the greatest benefit.

Released Reports and Implementation Overview

According to ORC § 117.461 and § 117.462, each audited state agency has a 14-

day public comment period following the release of the audit. Within three months
following the end of the comment period, the agency must commence implementation
of the recommendations. If implementation is not commenced, the agency must report
the reasons to the Governor and the legislative leaders of the Ohio House and Senate.
In addition, the agency must also report to the Governor and Ohio legislative leaders

if the agency does not fully implement the performance audit recommendations within

one year after the end of the comment period.

OPT has developed a collaborative, process-driven approach to assist agencies in
meeting the requirements for reporting as set forth in the above ORC. This approach
is largely one of agency self-reporting, but is coupled with OPT oversight to ensure that

recommendations are being implemented in an objectively verifiable manner.
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Ohio Housing Finance Agency (OHFA) Audit Implementation

On September 20, 2012, the full and final report of the performance audit of OHFA was
released. OHFA has reported to OPT the steps taken to implement the performance
audit recommendations. A listing of the steps taken by OHFA to address these
recommendations and the potential financial savings expected by OHFA administrative
leadership follows. OPT discussed these steps with OHFA management and reviewed
the estimates for reasonableness. Total projected savings or cost avoidance for
implementation of all recommendations and agency initiatives stemming from the audit

is expected to be approximately $1.7 million for FY 2012-13 and FY 2013-14.

Based on the summary statements and supporting financial implications identified by
OHFA and presented to OPT, OHFA is on track to fully implement all recommendations
outlined in the 2012 Performance Audit and to do so in compliance with ORC §
117.461 and § 117.462.

A final report provided by OHFA is available in the Appendix to this report.

Released Reports During 2013

Since the 2013 Annual Report, OPT has issued three final reports. These reports, and
the OHFA report, represent the completion of the first biennium state performance

audits.

Final audit reports released since the last Annual Report include:

*  Ohio Department of Education (ODE) July 1, 2013
*  Ohio Department of Transportation (ODOT) June 27, 2013
*  Ohio Department of Job and Family Services (ODJFS) June 13, 2013

Final performance audit reports are available on the Auditor of State’s website (https://

ohioauditor.gov/performance.html).

As previously identified, OPT has developed a process to collaboratively work toward
agency self-reporting of implementation for final reporting. Final implementation
updates for ODJFS, ODOT, and ODE will be included in the March 2015 annual report
in @ manner similar to the OHFA final implementation information which has been

included in this annual report.
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It is important to note that while substantial, or even full, implementation is possible for
many of the recommendations within the desired timeframe, this is not the case for all
recommendations. Some recommendations require systems, support network, statutory
changes, or even additional detailed study prior to full implementation. In these select
cases, it would be imprudent to force implementation and compromise the final results.
However, framework for implementation may be included in future annual reports to

ensure that agencies are pursuing recommendation implementation in good faith.

Ohio Department of Education

Summary of Recommendations with Financial Impact and Management Implications

The following table lists the objective areas yielding recommendations with a

quantifiable financial impact. Potential savings are annual except as otherwise noted.

IT Governance and Investment Practices

IT Governance $874,993
Statewide Student Identifier System $432,000

Core Responsibilities

General Education Development $347,425
Office for Exceptional Children $161,597
Office of Early Learning and School Readiness $75,095
Records Retention $42,649

Organizational Structure

Span of Control $2,410,548
Licensure and Professional Conduct $997,941
Test Operations & Communication and Technical Assessment $363,667

Contract Processing

Process Improvement $83,000

In addition to recommendations with financial implications, the audit also identified

management recommendations that do not include financial implications. These
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recommendations are likely to provide improvement to overall operations and
otherwise serve management purposes, including in some cases the subsequent
identification of cost savings and improvements in efficiency and effectiveness. These

areas include:

e Shared Services
* Disaster Recovery
¢ Records Retention

* Budget and Financial Management

Ohio Department of Transportation

Summary of Recommendations with Financial Impact and Management Implications

The following table lists the objective areas yielding recommendations with a

quantifiable financial impact. Potential savings are annual except as otherwise noted.

Regions Review

Aerial Engineering $334,000

Geotechnical Engineering $233,000

Fleet Management

Asset Sale (one-time savings) $7,114,000
Maintenance Savings $1,872,000
New Asset Cost Avoidance $1,089,000
Blended Biodiesel $800,000

Cost / Benefit

Vegetation Management $4,400,000
Rest Areas $7,200,000

In addition to recommendations with financial implications, the audit also identified

management recommendations that do not include financial implications. These
recommendations are likely to provide improvement to overall operations and

otherwise serve management purposes, including in some cases the subsequent

(@)
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identification of cost savings and improvements in efficiency and effectiveness. These

areas include:

*  Geotechnical Engineering
e Structural Engineering

* Fleet Operating Cost

* Compressed Natural Gas
¢ Office of External Audit

* Rest Areas

Ohio Department of Job and Family Services

Summary of Recommendations with Financial Impact and Management Implications

The following table lists the objective areas yielding recommendations with a

quantifiable financial impact. Potential savings are annual except as otherwise noted.

Unemployment Compensation Review Commission

Hearing Officer Staffing Levels and Classification $950,757
Law Books in Digital Form $7,710

Organizational Structure

Span of Control Expansions $10,760,000

Fully Constitute or Dissolve UCAC $34,000
SNAP

Technology Updates — Data Brokering and E-Communication $4,224,000

Shared Services Model for Document Imaging Contracts 1,444,560

Medicaid Provider

Certification and Enrollment Process Consolidation $427,310
Provider Fraud Mitigation $29,750,000

In addition to recommendations with financial implications, the audit also identified

management recommendations that do not include financial implications. These

recommendations are likely to provide improvement to overall operations and
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otherwise serve management purposes, including in some cases the subsequent
identification of cost savings and improvements in efficiency and effectiveness. These

areas include:

*  UCRC case logging by time

*  UCRC spending order of funding

*  SNAP performance metric tracking at the county level
*  Medicaid comprehensive tracking of outstanding debt
*  Workforce performance measurement

*  Workforce strategic training

*  Workforce financial data standardization and analysis

*  Workforce data quality

Current Biennium State Agency Performance Audits

Ohio Department of Natural Resources (ODNR)

After analyzing multiple state agencies, ODNR was the first agency this biennium
chosen to receive a performance audit based on a combination of the department’s
vast infrastructure, variety of business-type functions, and budget size. A formal letter
of engagement was signed by the Auditor of State and the director of the Department
of Natural Resources on September 4, 2013. This letter of engagement served as the
formal starting point to the ongoing engagement which was welcomed by the director
as an "opportunity to work alongside the Auditor’s office to identify areas where ODNR

can utilize Ohio tax dollars more efficiently.”

As with all performance audits, the initial phase of work performed was to identify a
formal scope. This scope deliverable was the product of a collaborative partnership
involving OPT's objective, data-driven analytical expertise; ODNR executives’ strategic
view of the department; and the technical expertise of key personnel. The formal
scope was delivered to ODNR executives on February 12, 2014 and encompasses the

following items:

* Capital Planning and Budgeting
* Parks and Recreation Operations
e Seasonal Workforce Strategies

¢ Wildlife Revenue Enhancement
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* Fleet Management

*  Fish Hatchery Operations

Each scope item was developed with a focus on the opportunity to provide value
through improved economy, efficiency, and effectiveness to ODNR management and

operations as well as Ohio citizens and stakeholders.

A Look to the Future

As previously noted, the Ohio Department of Natural Resources is the first of the

four required state agency performance audits to be conducted this biennium. The
remaining agencies will be selected with input from citizens and stakeholders coupled
with data-driven considerations. In accordance with ORC § 117.46, the auditor will
make the selection in consultation with the governor and legislative leadership. This
selection approach will result in performance audit engagements that have a high
potential for value while protecting the interests of Ohio taxpayers. The audits will
continue to employ a data-driven approach centered around Lean Six Sigma tools and
techniques to develop recommendations that provide detailed steps toward improving
performance, generating real change within the organization, and offering clear
benefits for the ultimate customer: the taxpayer. The March 2015 Annual Report will
include a final implementation status for ODJFS, ODOT, and ODE, as well as relevant

agency updates for the current biennium.
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Appendix:

Ohio Housing Finance Agency
Final Implementation Report
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